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SUMMARY   OF    RECOMIVIEN  DAT  IONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  agency  concurs  or  does  not  concur  with  each  recommen- 
dation. This  listing  serves  as  a  means  of  summarizing  the  recom- 
mendations contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting  comments. 
The  full  replies  of  the  Department  of  Military  Affairs  and  the 
Department  of  Administration  are  included  in  the  back  of  this 
report. 


1A     Pay  and    reimburse   from   the  proper 
fund . 

Agency    Reply:      Concur-.      See   page  39. 

IB  Revert  the  proper  amounts  to  the 
state  general   fund. 

Agency   Reply:      Concur.      See   page  39. 

2  Determine  the   source  of  the   special 
revenue  fund   balances,    reimburse 
the  funds   to  the  appropriate  entity, 
and  maintain  zero  fund   balances  at 
June  30. 

Agency    Reply:      Concur.      See   page  39. 

3  Maintain  an  indirect  cost  plan  and 
recover  indirect  costs  of  federally 
supported  programs  in  accordance 
with   state   law. 

Agency    Reply:      Concur.      See  page  39. 

4A     Close  accounts   that  are   inappropri- 
ately  used   as  contingent   revolving 
funds. 

Agency   Reply:      Concur.      See  page  40. 

4B     Record   the   revenues,    expenditures, 
and   cash   balances   from  the  armory 
rental    activities   on   SBAS   and   elimi- 
nate the  non-treasury   cash   accounts. 

Agency   Reply:      Concur.      See   page  40. 


Page 


SUMMARY   OF    RECOMIVIENDATIONS   (Continued) 

Page 

4C     The   Department  of  Administration 
review  the  agency's   intended   use 
and  the  need   for  the  non-treasury 
cash   accounts   prior  to  authorization.  8 

Department  of  Administration    Reply: 
Concur.      See  page  42. 

5  Record   expenditures  and    related 
revenues   in   accordance  with   state 

policy.  9 

Agency   Reply:      Concur.      See  page  40. 

6  Record    land   and   buildings  on    PAMS.  10 
Agency   Reply:      Concur.      See  page  40. 

7  Either  comply  with   state   law  or  seek 

a   legislative  change.  10 

Agency   Reply:      Concur.      See  page  40. 

8  Record   revenue  in   accordance  with 

state  accounting   policy.  11 

Agency   Reply:      Concur.      See  page  40. 

9  Record   expenditures   in  accordance 
with   generally  accepted   accounting 

principles   and   state  accounting   policy.  12 

Agency   Reply:      Concur.      See  page  41. 

10  Seek  clarification  from  the   Department 
of  Labor  and    Industry   regarding  the 
firemen's  exclusion   from  overtime  pay- 
ments. 13 

Agency   Reply:      Concur.      See  page  41. 

11  Implement   procedures  to  correct 
the  internal   control   weaknesses 

noted   above.  17 

Agency    Reply:      Concur.      See   page  41. 
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INTRODUCTION 

We  performed  a  financial  compliance  audit  of  the  Department 
of  Military  Affairs  for  the  two  fiscal  years  ended  June  30,  1982. 
The  objectives  of  our  audit  included:  1)  expressing  an  opinion  on 
the  financial  statements  for  the  two  fiscal  years  ended  June  30, 
1982;  2)  determining  compliance  with  applicable  state  and  federal 
laws  and  regulations;  and  3)  providing  recommendations  for  improv- 
ing  management  and   internal   controls   in   the  department. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  this  report.  If 
we  determined  that  significant  costs  are  associated  with  implementa- 
tion of  a  recommendation,  we  disclose  the  cost  in  each  report 
section. 

We     thank     the     Adjutant     General,      administrators,      and     the 
department    staff    for    their    assistance    and    cooperation    throughout 
the  audit. 
DEPARTMENT    BACKGROUND   AND   ORGANIZATION 

The  department  was  created  under  the  Executive  Reorganiza- 
tion Act  of  1971.  The  department  consists  of  two  functional  divi- 
sions: 1)  Montana  National  Guard,  and  2)  Disaster  and  Emergency 
Services   (DES). 

Montana   National   Guard 

The    Montana   National   Guard    Division,    hereafter   referred  to  as 
Adjutant  General    (A.G.),    employs  approximately  33  full-time  equiva- 
lents  (FTEs).      The  division   trains  and   equips  military  organizations, 
both    Air   and    Army,    in  the  event  of  a   state  or  national   emergency. 


Disaster  and    Emergency  Services 

Disaster  and  Emergency  Services  is  responsible  for  the  prepa- 
ration, implementation,  and  maintenance  of  plans  and  programs  for 
emergency  operations  in  the  event  of  a  disaster.  The  DES  Coordina- 
tion program  ensures  proper  distribution  of  all  federal  disaster 
relief  funds  to  public  entities  as  authorized  by  presidential  disaster 
declarations..  This  division  employs  approximately  18  FTE. 
FUND   USE 

The     Adjutant     General's     office      receives     funding     from     two 
federal   contracts.      The  National   Air  Guard  contract  pays  80  percent 
of     Adjutant     General     expenditures    allowable    under    the    contract. 
The    National    Army    Guard    contract  pays  75  percent.      This   revenue 
is     recorded     as     federal     assistance     in    the    Special     Revenue    Fund. 

The  Adjutant  General's  office  charges  expenditures  to  the 
Special  Revenue  Fund  federal  appropriation  if  there  is  cash 
available.  Consequently,  some  bills  paid  with  these  federal  funds 
may  not  be  reimbursable  through  the  federal  contract.  These 
expenditures  should  be  charged  to  the  state  General  Fund.  In  a 
sample  of  fifteen  claims  the  incorrect  federal/state  appropriation 
was  used   in   nine  instances. 

i  We  determined  the  correct  amount  of  expenditures  for  each 
fiscal  year  from  each  fund.  This  is  illustrated  by  the  following 
exhibit: 


EXHIBIT   I 
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Source:      Compiled  by   the   Office   of   the   Legislative   Auditor 


This  means  that  in  fiscal  year  1980-1981  an  additional  $17,189 
should  have  been  reverted  to  the  state  General  Fund.  In  fiscal 
year  1981-82  an  additional  $13,839  should  have  been  reverted  to 
the  state  Genera!    Fund. 

Armory  facilities  at  Fort  Harrison  are  sometimes  used  by  other 
than  Montana  Adjutant  General  personnel.  Rent  for  the  facility  is 
not  charged,  although  the  occupying  party  reimburses  the  depart- 
ment for  their  share  of  the  utilities.  When  reimbursement  is 
received  the  A.G.  abates  expenditures  from  the  Special  Revenue 
Fund  even  if  the  original  utility  expenditure  was  made  from  the 
General  Fund.  The  reduction  of  expenditures  should  be  made  from 
the  fund  where  the  expenditures  were  originally  recorded.  This 
understated  fiscal  year  1980-81  expenditures  by  $13,562  in  the 
General    Fund. 

The  department  adjusted  its  financial  statements  for  the 
errors   noted  above. 


RECOMMENDATION   #1 

WE    RECOMMEND   THE    DEPARTMENT: 

A.  PAY     AND     REIMBURSE     EXPENSES     FROM     THE     PROPER 
FUND. 

B.  REVERT      THE       PROPER       AMOUNTS      TO      THE      STATE 
GENERAL    FUND. 

Special    Revenue   Fund   Balances 

The  department's  A.G.  and  DES  financial  statements  report 
fund  balances  of  $210,866,  $171,448,  and  $166,498  at  June  30, 
1980,  1981,  and  1982,  respectively,  in  the  Special  Revenue  Fund. 
These  balances  have  accumulated  over  several  fiscal  years.  Fund 
balances  should   not  exist  in  these  accounts. 

One  possible  reason  there  are  fund  balances  is  that  the 
department  owes  the  money  to  the  federal  or  county  government 
for  overreimbursement  of  expenditures.  In  this  case  a  liability 
should  be  reported  at  June  30  to  the  appropriate  governmental 
entity.  If  expenditures  exceed  reimbursements,  a  receivable 
should  be  recorded.  Another  possible  cause  is  that  the  money  is 
owed  to  the  state  General  Fund  for  revenue  deposited  to  the 
Special  Revenue  Fund  when  the  related  expenditures  were  paid 
from  the  General  Fund.  These  moneys  should  be  returned  to  the 
General    Fund. 


RECOMMENDATION  #2 

WE  RECOMMEND  THE  DEPARTMENT  DETERMINE  THE  SOURCE 
OF  THE  SPECIAL  REVENUE  FUND  BALANCES,  REIMBURSE 
THE  FUNDS  TO  THE  APPROPRIATE  ENTITY,  AND  MAINTAIN 
ZERO  FUND  BALANCES  AT  JUNE  30. 

INDIRECT  COST  REIMBURSEMENT 

Disaster  Emergency  Services  (DES)  did  not  negotiate  a  rate 
for  recovery  of  indirect  costs  associated  with  programs  supported 
by  federal  funds.  Section  17-3-111,  MCA,  requires  that  agencies 
negotiate  agreements  with  the  federal  government  to  recover,  to 
the  fullest  extent  possible,  indirect  costs  of  administering  federal 
grants.  In  July  1981,  Management  Memo  4-81-7  was  issued  furnish- 
ing instructions  for  agencies  to  collect  and  account  for  these 
indirect  cost   reimbursements. 

The  Statewide  Cost  Allocation  Plans  (SWCAP)  for  fiscal  years 
1980-81  and  1981-82  identify  indirect  costs  of  $4,745  and  $4,593, 
respectively,  for  services  allocated  to  DES  by  other  state  agencies. 
We  did  not  determine  the  exact  portion  of  this  amount  applicable  to 
the  administration  of  the  DES's  federal  grants  and  contracts.  By 
obtaining  reimbursement  of  these  costs  through  federal  grants, 
state  general   funds  would   not  be  used  to  pay  these  costs. 

RECOMMENDATION   tt3 

WE  RECOMMEND  THE  DEPARTMENT  MAINTAIN  AN  INDIRECT 
COST  PLAN  AND  RECOVER  INDIRECT  COSTS  OF  FEDERALLY 
SUPPORTED    PROGRAMS    IN    ACCORDANCE    WITH    STATE    LAW. 


NON-TREASURY   CASH    ACCOUNTS 

The  Adjutant  General's  Office  has  a  Department  of  Administra- 
tion authorized  contingent  revolving  fund  with  a  balance  of  $4,950 
at  June  30,  1982.  It  also  maintains  an  authorized  custodian  cash 
account  which  had  a  balance  of  $8,873  at  June  30,  1982.  This 
cash  account  is  not  reported  within  the  A.G.  accounting  records. 
These  two  non-treasury  cash  funds  consist  of  approximately  45 
accounts  at  various  banks  throughout  the  state. 
Quarterly  Allowance 

The  contingent  revolving  fund  consists  of  individual  checking 
accounts  used  by  twenty-eight  of  the  armories  for  miscellaneous 
expenses  incurred  by  the  armories.  These  cash  funds,  referred 
to  as  quarterly  allowances,  range  from  $75  to  $300  depending  on 
the  needs  of  the  armories. 

Section  17-2-201,  MCA,  states  that  contingent  revolving  funds 
are  to  be  used  for  the  payment  of  demands  requiring  immediate 
cash  payment.  We  reviewed  the  account  for  five  of  the  armories 
and  noted  that  the  armory  units  are  using  a  majority  of  its  fund  to 
pay  phone  bills.  At  the  end  of  each  quarter  the  units  pay  the 
last  three  months  phone  bills.  The  units  may  even  use  the  entire 
balance  of  the  quarterly  allowance  on  the  phone  bills.  We  noted 
three  cases  where  there  remained  an  unpaid  balance  with  Mountain 
Bell,  which  was  carried  over  to  the  next  quarter.  Adjutant 
General's  office  personnel  indicated  they  were  trying  to  use  the 
limited  nature  of  the  fund  as  a  management  tool  to  keep  phone  bills 
reduced.  Using  the  funds  to  pay  for  recurring  expenditures, 
such  as  telephone  bills,  is  not  in  compliance  with  section  17-2-201, 
MCA. 
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Department  officials  stated  they  may  not  be  able  to  close 
these  accounts  because  section  10-1-503,  MCA,  states  each  command- 
ing officer  may  receive  an  allowance  for  the  incidental  expenses  of 
his  command.  The  department  can  comply  with  state  law  regarding 
unit  allowances  and  report  the  activity  within  the  state  treasury 
without  the  use  of  contingent  revolving  funds.  The  department 
should  close  the  accounts  at  the  armories  that  are  used  solely  for 
the  payment  of  phone  bills. 
Armory   Rental    Funds 

The  custodian  cash  account  is  made  up  of  armory  rental 
accounts  at  approximately  seventeen  banks.  Armory  personnel 
charge  a  fee  when  other  than  normal  National  Guard  activity  is 
conducted  at  the  armory.  The  fees  are  intended  to  cover  the  cost 
of  heat,  utilities,  janitorial  supplies,  maintenance,  and  wear  and 
tear  on  the  facility   resulting   from  the  activity. 

The  Montana  Operations  Manual  2-1910.4  defines  custodian 
accounts  as  moneys  held  for  individuals  in  the  custodial  care  of 
the  agency.  It  further  states  the  amounts  are  held  for  the  benefit 
of  the  individual  and  are  not  to  be  used  for  the  support  of  the 
agency.  These  rental  funds  should  not  be  classified  as  custodian 
accounts.  The  Department  of  Administration  should  not  have 
authorized  the  activity  of  the  rental  funds  as  that  of  a  custodian 
account. 

The  armory  rental  fund  activity  is  also  not  reported  on  SBAS. 
The  Department  of  Administration  is  the  agency  designated  to 
authorize  the  establishment  of  non-treasury  cash  accounts.  There- 
fore, the  authorization  process  should  also  ensure  that  the  non- 
treasury    accounts    are    recorded    on    SBAS.       For    fiscal    year  1980-81 
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and  1981-82  the  armories  had  rental  income  of  $16,919  and  $19,315 
and  disbursements  of  $12,701  and  $17,365,  respectively.  By  not 
reporting  these  funds  on  SBAS,  General  Fund  revenues  and  expen- 
ditures are  understated  by  the  above  amounts  at  fiscal  year-end 
1980-81  and  1981-82  and  cash  in  treasury  is  understated  by  $8,873 
at  June  30,  1982.  The  department  adjusted  its  financial  statements 
to  include  the   rental   funds  activity. 

RECOMMENDATION   tt4 
WE    RECOMMEND: 

A.  THE  DEPARTMENT  OF  MILITARY  AFFAIRS  CLOSE 
ACCOUNTS  THAT  ARE  INAPPROPRIATELY  USED  AS 
CONTINGENT    REVOLVING    FUNDS. 

B.  THE  DEPARTMENT  OF  MILITARY  AFFAIRS  RECORD  THE 
REVENUES,  EXPENDITURES,  AND  CASH  BALANCES 
FROM  THE  ARMORY  RENTAL  ACTIVITIES  ON  SBAS  AND 
ELIMINATE      THE      NON-TREASURY      CASH      ACCOUNTS. 

C.  THE  DEPARTMENT  OF  ADMINISTRATION  REVIEW  THE 
AGENCY'S  INTENDED  USE  AND  THE  NEED  FOR  THE 
NON-TREASURY  CASH  ACCOUNTS  PRIOR  TO  AUTHORI- 
ZATION. 

EXPENDITURE   ABATEMENTS 

The    A.G.'s   office   employs    a    janitor    whose    salary    is    100  per- 
cent federally  funded.      The  office's  appropriation  was  not  sufficient 
to   cover   the   employee's   salary   and   benefits  and  also  pay  for  other 
janitorial   services.      Expenditures  were  reduced   in  fiscal   year 


1981-82  by  $8,108  for  a  portion  of  the  federal  reimbursement. 
This  restored  the  appropriation  authority  to  pay  for  additional 
janitorial  services.  The  federal  reimbursement  should  have  been 
recorded  as  revenue.  This  improper  abatement  was  adjusted  on 
the  financial   statements. 

Revenue  of  $428  from  an  insurance  company  was  recorded  as 
cash  and  the  expenditure  to  repair  the  broken  glass  was  reduced 
in  the  Special  Revenue  Fund  during  fiscal  year  1981-82.  This 
amount  should  be  recorded  as  revenue,  and  the  related  expendi- 
ture shown  on   the  department's   records. 

RECOIVIIVIENDATION   #5 

WE     RECOMMEND    THE    DEPARTMENT    RECORD    EXPENDITURES 

AND     RELATED     REVENUES      IN     ACCORDANCE     WITH     STATE 

POLICY. 

LAND   AND   ARMORY    BUILDINGS 

The  Adjutant  General's  Office  controls  the  use  of  land  and 
buildings  of  the  various  armories  and  related  facilities  throughout 
the  state.  The  cost  of  the  buildings  and  land  of  $4,696,445  and 
$12,324,  respectively,  has  not  been  recorded  on  the  state's  Property 
Accountability  Management  System  (PAMS).  These  assets  should 
be  included  on  PAMS  at  historical  cost  as  detailed  in  state  account- 
ing  policy. 

The  General  Fixed  Asset  Group  of  Accounts  has  been  adjusted 
on  Lhe  Adjutant  General's  Balance  Sheet  to  reflect  the  historical 
cost  of  the   land   and   buildings. 


RECOMMENDATION   #6 

WE      RECOMMEND      THE      DEPARTMENT      RECORD      LAND      AND 

BUILDINGS   ON    PAMS. 

STATE   COMPLIANCE 

Current  statutes  require  that  DES  perform  specific  disaster- 
related  functions. 

Division  personnel  stated  they  were  not  complying  with 
section   10-3-105(h),    (i),    (j),    MCA,    which    require    the  division  to: 


1.  Determine  the  requirements  of  the  state  and  its  political 
subdivisions  for  food,  clothing,  and  other  necessities  in 
the  event  of  an  emergency  or  disaster. 

2.  Plan  for  the  procurement  of  food,    clothing,   other  necessi- 
ties,   supplies,    medicines,    materials,    and   equipment   that 
may     be     necessary     in     the     event     of    an    emergency    or 
disaster     and,     as     funding     is     authorized,     procure    and 
pre-position  the  same. 

3.  Plan  and  make  arrangements  for  the  availability  and  use 
of  any  private  facilities,  services,  and  property  and,  if 
necessary  and  in  fact  used,  provide  for  use  under  terms 
and   conditions  agreed   upon. 


Division  personnel  question  whether  these  requirements  should 
be  within  the  scope  of  the  division's  functions.  The  functions 
should  more  logically  be  done  at  the  local  level  with  the  state's 
assistance. 

RECOMMENDATION   #7 

WE     RECOMMEND     THE     DEPARTMENT     EITHER     COMPLY    WITH 

STATE    LAW   OR   SEEK    A    LEGISLATIVE   CHANGE. 
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REVENUE    RECOGNITION 

Under  state  accounting  policy,  revenues  must  be  accrued 
when  they  are  both  measurable  and  available  to  finance  expenditures 
of  the  current  fiscal  period.  When  the  expenditures  relating  to 
federal  cost  reimbursable  grants  have  been  made  and  reimbursement 
has  not  been  received,  the  expected  reimbursement  revenue  should 
be  accrued.  The  portion  of  federal  grant  moneys  received  in 
advance  of  anticipated  expenditures  must  be  recorded  as  deferred 
grant   revenue. 

Disaster  and  Emergency  Services  incurred  grant  expenditures 
of  $52,791  during  fiscal  year  1981-82  for  which  they  had  not 
received  reimbursement.  They  did  not  accrue  the  revenue  related 
to  these  transactions.  This  understated  fiscal  year  1981-82  revenue 
and  federal  cost  reimbursement  receivables  at  June  30,  1982  by 
$52,791    in   the  Special    Revenue   Fund. 

The  Adjutant  General  incurred  grant  expenditures  of  $104,579, 
$106,636  and  $127,311  during  fiscal  years  1979-80,  1980-81  and 
1981-82,  respectively,  for  which  they  had  not  received  reimburse- 
ment. This  understated  fiscal  year  1980-81  and  1981-82  revenue 
by  $2,057  and  $20,675  in  the  Special  Revenue  Fund.  Federal  cost 
reimbursement  receivables  at  June  30,  1982  were  understated  by 
$127,311  in  the  same  fund.  These  adjustments  were  made  to  the 
department's   financial   statements. 

RECOMMENDATION   #8 

WE     RECOMMEND     THE     DEPARTMENT     RECORD     REVENUE     IN 

ACCORDANCE   WITH   STATE   ACCOUNTING    POLICY. 
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EXPENDITURE    RECORDING 

State  accounting  policy  and  generally  accepted  accounting 
principles  require  expenditures  be  recorded  in  the  year  for  which 
they  are  a  valid  obligation.  The  obligation  exists  when  services 
have  been   rendered  or  the  materials   received. 

Disaster  and  Emergency  Services  received  billings  for  services 
rendered  prior  to  fiscal  year-end  1981-82  that  were  not  accrued  or 
paid  until  the  next  fiscal  year.  This  understated  fiscal  year 
1981-82  expenditures  and  liabilities  at  June  30,  1982  by  $73,668  in 
the  Special  Revenue  Fund.  In  addition,  valid  obligations  of  fiscal 
year  1979-80  were  not  accrued  or  paid  until  fiscal  year  1980-81. 
This  overstated  expenditures  in  fiscal  year  1980-81  by  $23,232  in 
the  same  fund.  Financial  statement  adjustments  were  made  to 
correct  the  unrecorded  accruals. 

The  Adjutant  General's  office  did  not  accrue  $1,325  for  April, 
May  and  June,  1982  telephone  bills  that  were  not  paid  until  July, 
1982.  Fiscal  year  1981-82  expenditures  and  accrued  expenditures 
at  June  30,  1982  were  understated  by  this  amount  in  the  General 
Fund. 

RECOMMENDATION   #9 

WE  RECOMMEND  THE  DEPARTMENT  RECORD  EXPENDITURES 
IN  ACCORDANCE  WITH  GENERALLY  ACCEPTED  ACCOUNTING 
PRINCIPLES   AND   STATE   ACCOUNTING   POLICY. 
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ADJUTANT   GENERAL    FIREFIGHTERS 

Ten  of  the  department's  fifty-one  full-time  employees  (FTE) 
are  firemen  at  the  Great  Falls  airport.  Their  salaries  are  paid 
20  percent  from  local  funds  with  an  80  percent  federal  match. 
Department  personnel  indicated  the  reason  these  are  state  positions 
is  that  the  Federal  National  Guard  will  only  contract  with  the  state 
for  its  80  percent  share  and  that  the  air  guard  aviation  unit  is 
located  at  the  Great   Falls   International   Airport. 

The  firemen  work  shifts  of  24  hours  on  and  48  hours  off  as 
reported  on  their  time  cards,  yet  they  are  paid  for  80  hours  each 
biweekly  pay  period.  Section  39-3-405,  MCA,  states  "no  employer 
shall  employ  any  of  his  employees  for  a  work  week  longer  than  40 
hours  unless  such  employee  receives  compensation  for  his  employ- 
ment in  excess  of  40  hours  in  a  work  week  at  a  rate  of  not  less 
than    V-i    times    the    hourly    wage    rate    at    which    he    is    employed." 

RECOMMENDATION   #10 

WE     RECOMMEND     THE     DEPARTMENT     SEEK     CLARIFICATION 
FROM   THE    DEPARTMENT   OF    LABOR    AND    INDUSTRY    REGARD- 
ING  THE    FIREMEN'S    EXCLUSION    FROM   OVERTIME   PAYMENTS. 

FEDERAL   GRANT    COMPLIANCE 

Our  audit  of  federal  moneys  was  performed  in  accordance  with 
the  requirements  in  the  U.S.  Office  of  Management  and  Budget 
(OMB)  Circular  A-102,  Attachment  P.  This  circular  provides  for 
independent  audits  of  financial  operations,  including  compliance 
with   certain   federal    laws  and    regulations. 
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We  reviewed  the  major  compliance  areas  in  the  Federal 
Emergency  Management  Agency  Nuclear  Civil  Preparedness  and 
Emergency  Management  Assistance  grant  programs.  These  areas 
included  compliance  with  specific  grant  provisions  in  the  compre- 
hensive cooperative  agreement.      We  found   no  compliance  exceptions. 

Nothing     came     to     our     attention     that     causes     us     to     believe 
untested     compliance    issues    are    not    in    accordance    with    applicable 
laws  and   regulations. 
INTERNAL   CONTROL    REVIEW 

We  examined  the  financial  statements  of  the  Department  of 
Military  Affairs  for  the  two  fiscal  years  ended  June  30,  1982.  We 
issued  our  opinions  dated  September  29,  1982  on  these  statements. 
As  part  of  our  examination,  we  made  a  study  and  evaluation  of  the 
systems  of  control  of  the  Department  of  Military  Affairs,  (Office  of 
the  Adjutant  General  and  Disaster  and  Emergency  Services  Division.) 
Our  study  evaluated  the  systems  as  required  by  generally  accepted 
government  auditing  standards  for  financial  and  compliance  audits. 
We  classified   the  controls   in   the  following   categories: 

1 .  revenue; 

2.  payroll; 

3.  expenditures; 

4.  cash;    and 

5.  plant,    property,    and  equipment. 

Through  our  study,  which  included  the  control  categories  listed 
above,  we  determined  the  nature,  timing,  and  extent  of  our  audit 
procedures.  We  did  not  evaluate  the  control  systems  to  the  extent 
necessary  to  give  an  opinion  on  either  individual  segments  or  the 
systems  as  a  whole. 
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The  management  of  the  Department  of  Military  Affairs  is 
responsible  for  establishing  and  maintaining  a  system  of  control. 
In  fulfilling  this  responsibility,  estimates  and  judgments  by  manage- 
ment are  required  to  assess  the  expected  benefits  and  related 
costs  of  control  procedures.  The  objectives  of  a  system  are  to 
provide  management  with  reasonable  assurance  that:  1)  assets  are 
safeguarded  against  loss  from  unauthorized  use  or  disposition; 
2)  transactions  are  executed  in  accordance  with  management's 
authorization;  and  3)  transactions  are  recorded  properly  to  permit 
the  preparation  of  financial  statements  in  accordance  with  generally 
accepted  accounting  principles.  Inherent  limitations  in  any  system 
of  controls  may  cause  errors  or  irregularities  to  remain  undetected. 
The  current  system  evaluation  should  not  be  used  to  project  to 
future  periods  since  the  procedures  may  become  inadequate  or 
compliance  with   them   may  deteriorate. 

The  limited  purpose  of  our  study  described  in  the  first  para- 
graph would  not  necessarily  disclose  all  material  weaknesses  in  the 
systems.  Accordingly,  we  do  not  express  an  opinion  on  the  systems 
of  controls  used  by  the  Department  of  Military  Affairs.  However, 
our  study  disclosed  the  conditions  detailed  on  page  16  that  could 
result  in  financial  statement  errors  that  would  be  difficult  to 
detect. 

These  conditions  were  considered  in  determining  the  nature, 
timing,  and  extent  of  our  audit  tests  of  the  financial  statements 
and  this  report  does  not  affect  our  report  on  the  financial  state- 
ments. 
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The  preceding  four  paragraphs  are  intended  solely  for  the 
use  of  management  and  the  legislature  and  should  not  be  used  for 
any  other  purpose.  This  restriction  as  to  use  is  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  issuance  to  the 
Legislative  Audit  Committee,  is  a  matter  of  public  record. 
INTERNAL   CONTROL   WEAKNESSES 

We    identified    the    following    internal    control    weaknesses   which 
warrant  management's  attention. 
Leave   Request   Forms 

The  Adjutant  General  and  Disaster  and  Emergency  Services  do 
not  require  a  leave  request  form  be  submitted  unless  the  leave  is 
for  three  or  more  days  or  for  special  circumstances.  Leave  request 
forms  for  sick  leave  are  only  required  at  Disaster  and  Emergency 
Services  if  the  administrator  feels  there  is  abuse.  Six  of  the  eight 
sample  employees  who  took  leave  did  not  have  an  approved  leave 
request  form. 

State    policy    requires    completion    of    a    standard    request    form 
for  annual,    sick,   and  military   leave. 
Equipment 

State  accounting  policy  requires  each  fixed  asset  with  unit 
cost  of  $200  or  more  be  assigned  a  property  tag.  Minor  property 
with  a  unit  cost  of  at  least  $25  but  less  than  $200  may  also  be 
tagged.  During  our  tests  of  equipment  items  we  noted  the  follow- 
ing weaknesses: 


1.  We  sampled  eighteen  and  seven  fixed  asset  items  for  DES 
and  A.G.,  respectively,  from  the  PAMS  inventory.  Four 
of  the  eighteen  items  and  one  of  the  seven  items  were 
not  properly  tagged. 
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Department  policy  is  to  tag  minor  property.  We  tested 
10  items  of  minor  property  from  the  A.G.'s  inventory 
listing.  Two  of  the  ten  items  tested  were  not  properly 
tagged.  In  addition,  one  of  the  ten  items  on  the  inven- 
tory   listing   could   not  be  found   by  department  personnel. 

DES  had  pieces  of  equipment  which  were  not  assigned  a 
property  tag  number  and  recorded  on  PAMS  because  the 
items  were  obsolete  and  awaiting  disposal.  The  division 
should  contact  the  Department  of  Administration  and 
dispose  of  all   obsolete  items. 


RECOIVIMENDATION   #11 

WE    RECOMMEND    THE    DEPARTMENT    IMPLEMENT   PROCEDURES 

TO    CORRECT   THE    INTERNAL    CONTROL   WEAKNESSES    NOTED 

ABOVE. 

RECOMMENDATIONS   OF    PRIOR   AUDIT 

The  department  was  last  audited  by  a  CPA  firm  under  contract 
with  our  office  for  the  two  fiscal  years  ended  June  30,  1980.  The 
report  contained  three  recommendations  and  the  department  con- 
curred with  all  of  these  recommendations.  Of  the  three  recom- 
mendations, two  have  been  implemented  and  one  has  not  been 
implemented.  This  recommendation,  regarding  department  land  and 
building,  is  discussed  on  page  9  in  this  report. 
Federal    Contract   Prior  Audit   Recommendations 

The    Federal    Emergency  Management  Agency   (FEMA)   performed 

audits    of    DES's    federal    contracts    for    certain    periods    within    our 

audit    period.       In    addition,    our   office    examined    the    major    disaster 

claim    submitted    under   Project  Application   Number   FEMA-640-DR   for 

DES.       Eight    recommendations    were  made  from  these  audits  that  are 

still    applicable    to    current    department  operations.      We   reviewed  the 

status  of  these   recommendations  and   found   six   had   been   implemented, 

one  partially   implemented,    and  one  was   not   implemented. 
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The  one  recommendation  partially  implemented  was  from  our 
office's  examination  and  stated  that  FEMA  should  review  $11,674  of 
questioned  costs  and  make  a  final  determination  of  the  amount  of 
eligible  reimbursement.  The  federal  review  has  been  completed, 
with  a  portion  determined  to  be  ineligible,  although  the  final 
federal  decision  has  not  been  made  at  this  time.  Therefore,  reim- 
bursement of  any  ineligible  amounts  has  not  been  done  as  of  Sep- 
tember  1982. 

The  recommendation  not  implemented  was  from  a  federal  audit 
dated  May  14,  1982.  The  recommendation  was  that  the  State 
Disaster  Agency  representatives  take  follow-up  action  on  eight 
discrepancies  involving  federally  loaned  equipment  held  by  local 
governments  and  organizations  and  administered  by  DES.  No  work 
has  been  done  as  of  September  1982  toward  implementing  the 
recommendation . 
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ADJUTANT   GENERAL 


AUDITOR'S    REPORT   AND    FINANCIAL   STATEMENTS 


STATE  OF  MONTANA 
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ROBERT  R.  RINGWOOD 
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406M49-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 
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AND  CONTRACTED  AUDITS 

SCOTT  A  SEACAT 
PERFORMANCE/SUNSET  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W.  NORTHEY 


The   Legislative   Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Combined  Balance  Sheet  -  All  Fund 
Types  and  Account  Group  and  the  Combined  Statements  of 
Revenues,  Expenditures,  and  Changes  in  Fund  Balances  -  Budget 
and  Actual  -  General  and  Special  Revenue  Fund  Types  of  the 
Adjutant  General's  Office,  Department  of  Military  Affairs  as  of 
June  30,  1982  and  for  the  two  fiscal  years  then  ended.  Our 
examination  was  made  in  accordance  with  generally  accepted  govern- 
mental auditing  standards  for  financial  and  compliance  audits  and, 
accordingly,  included  such  tests  of  the  accounting  records  and 
such  other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

The  Adjutant  General's  Office  improperly  recorded  expenditure 
transactions  within  the  General  and  Special  Revenue  Funds.  If  the 
transactions  had  been  properly  recorded,  the  Adjutant  General's 
Office  would  have  overspent  its  appropriation  authority  by  $12,257 
and  $22,241  in  fiscal  years  1980-81  and  1981-82,  respectively,  in 
the  Special  Revenue  Fund.  The  situation  is  discussed  further  in 
Note  7. 
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In  our  opinion,  the  accompanying  financial  statements  present 
fairly  the  financial  position  of  such  funds  and  account  group  of 
the  Adjutant  General's  Office,  Department  of  Military  Affairs  at 
June  30,  1982,  and  the  results  of  operations  and  the  changes  in 
fund  balances  of  such  funds  for  the  two  fiscal  years  ended  June  30, 
1982,  in  conformity  with  generally  accepted  accounting  principles 
applied  on   a  consistent  basis. 

Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  basic  financial  statements  taken  as  a  whole.  The 
accompanying  Schedule  of  Federal  Grant  Receipts  presented  on 
page  37  is  presented  for  additional  analysis  and  disclosure  purposes 
in  compliance  with  Guidelines  for  Financial  and  Compliance  Audits 
of  Federally  Assisted  Programs.  This  schedule  is  not  a  required 
part  of  the  combined  financial  statements  for  the  Department  of 
Military  Affairs.  This  supplemental  information  has  been  subjected 
to  the  tests  and  other  auditing  procedures  applied  in  the  examina- 
tion of  the  financial  statements  above,  and  in  our  opinion,  is  fairly 
stated  in  all  material  aspects  in  relation  to  the  financial  statements 
taken  as  a  whole. 

Respectfully   submitted, 

James   H.    Gillett,    CPA 
Deputy    Legislative  Auditor 


September  29,    1982 
Approved: 

Robert   R.    Rirrgwood 
Legislative  Ai^^aitor 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

ADJUTANT  GENERAL 

COMBINED  BALANCE  SHEET 

ALL  FUND  TYPES  AND  ACCOLT^T  GROUP 

JUNE  30,  1982 


GOVERNMENTAL  FUND  TYPES 


ACCOUNT  GROUP 


General   Special  Revenue   General  Fixed  Assets 


ASSETS 

Cash 

Revolving  Fund  Cash 

Armory  Rental  Cash  Account 

Federal  Cost 
Reimbursement  Receivable 

Due  From  Other  Fund 

Land 

Buildings  &  Improvements 

Equipment 

Appropriation  Authority 
Available  to  Pay 
Accounts  Payable  and 
Accrued  Expenditures 
Total  Assets 


$   4,950 
8,873 


37,086 


76,162 
$127,071 


$  85,526 


127,311 


$    12,324 

4,696,445 

29,973 


$212,837 


$4,738,742 


LIABILITIES  AND  FUND  EQUITY 
Due  to  Other  State  Agencies 
Accounts  Payable 
Due  to  Other  Fund 
Accrued  Expenditures 
Total  Liabilities 


7,086 

1,658 

13,750 

37,086 

44,504 
113,248 


50,836 


General  Fund  Fixed  Asset 

Investment 
Fund  Balance  -0- 

Reserve  for  General  Fund  Cash     13 ,823 


162,001 


4,738,742 


Total  Liabilities 
and  Fund  Equity 


$127,071 


$212,837 


$4,738,742 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DEPARTMENT  OF  MILITARY  AFFAIRS 


REVENUES: 
Rentals,  Leases,  &  Royalties 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Administration 
Army  National  Guard  (Note  7) 
Air  National  Guard 
Enlistment  Bonus 
Armory  Rentals 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE  JULY  1,  1981 

Correction  of  Prior  Year  Expenditure  Accrual 
Adjusted  Fund  Balance  July  1,  1981 

FUND  BALANCE  JUNE  30,  1982 


ADJUTANT  GENERAL'S 
COMBINED  STATEMENT  OF  REVENUES, 

OFFICE 
EXPENDITURES,  AND 

SPECIAL  REVENUE 

CHANGES  IN 
GENERAL 
FOR  THE 

FUND  BALANCES  -  BUDGET  AND  ACTUAL 
AND  SPECIAL  REVENUE  FUND  TYPES 
FISCAL  YEAR  ENDED  JUNE  30,  1982 

GENERAL  FUND 

FUND 

Budget 

$   -0- 

Actual 
$  19,315 

Variance 
Favorable 
(Unfavorable) 

$19,315 

Budget 

$716,960 
716,960 

214,351 
502,609 

Actual 

$739,201 
739,201 

242,511 
496,690 

Variance 
Favorable 
(Unfavorable) 

$22,241 

-0- 

19,315 

191,129 
537,906 

92,272 
7,000 

17,365 
845,672 

(826,357) 

(3,016) 
829,373 

-0- 

19,315 

14,078 
17,367 
13,985 
-0- 
(17,365) 
28,065 

47,380 

-0- 
(47,380) 

-0- 

22,241 

205,207 
555,273 
106,257 

7,000 

-0- 

(28,160) 
5,919 

873,737 

(873,737) 

(3,016) 
876,753 

716,960 
-0- 
(5,502) 

739,201 
-0- 
(5,502) 

(22,241) 
-0- 
-0- 

-0- 

(5,502) 

167,458 

45 
167,503 

$162,001 

(5,502) 

167,458 

45 
167,503 

$162,001 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

$   -0- 

$   -0- 

$  -0- 

$  -0- 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement, 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

ADJUTANT  GENERAL'S  OFFICE 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCES  -  BUDGET  AND  ACTUAL 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


GENERAL  FUND 


SPECIAL  REVENUE  FUND 


REVENUES: 
Rentals,  Leases,  &  Royalties 
Disaster  Receipts 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Administration 
Army  National  Guard  (Note  7) 
Air  National  Guard  (Note  7) 
Emergency  Support 
Enlistment  Bonus 
Armory  Rentals 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE  JULY  1,  1980 

Correction  of  Prior  Years  Revenue  Accruals 
Correction  of  Prior  Years  Expenditure  Accruals 
Adjusted  Fund  Balance  July  1,  1980 

FUND  BALANCE  JUNE  30,  1981 


Budget 

$   -0- 
^0^~ 


■0- 


$  -0- 


Actual 


$  16,919 


16,919 


-0- 


■0- 


$  -0- 


Variance 
Favorable 
(Unfavorable) 


$  16,919 


16,919 


158,571 

157,187 

1,384 

430,986 

394,120 

36,866 

67,531 

85,235 

(17,704) 

100,000 

100,000 

-0- 

37,500 

37,500 

-0- 

-0- 

12,701 
786,743 

(12,701) 

794,588 

7,845 

(794,588) 

(769,824) 

24,764 

2,891 

2,891 

-0- 

791,697 

766,933 

(24,764) 

-0- 


-0- 


$  -0- 


Budget 


$  5,926 
396,639 
402,565 


172,828 
220,547 


393,375 


9,190 


9,190 


71,446 

104,579 

(8,567) 
167,458 

$176,648 


Actual 


$   -0- 
405,632 
405,632 


203,572 
202,060 


405,632 


-0- 


71,446 

104,579 
(8,567) 
167,458 


$167,458 


Variance 
Favorable 
(Unfavorable) 


$(5,926) 
8,993 


3,067 


(30,744) 
18,487 


(12,257) 
(9,190) 


■0- 


(9,190) 
-0- 


-0- 
-0- 


■0- 


$(9,190) 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DEPARTMENT   OF   MILITARY   AFFAIRS 

ADJUTANT   GENERAL 

Notes  to  the   Financial   Statements 

Fiscal    Years   Ended   June  30,    1981    and   1982 

1.      SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 

The    preceding    financial     statements    were    prepared    from    the 
Statewide    Budgeting    and    Accounting    System    (SBAS)    with    adjust- 
ments.     The    financial    statements   report  the  activity  of  the   Depart- 
ment of  Military  Affairs,    Adjutant  General    Division. 
Basis  of  Accounting 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of 
accounting.  Under  the  modified  accrual  basis  of  accounting, 
expenditures  are  recorded  when  a  valid  obligation  is  incurred  and 
revenues  are  recorded  when  received  in  cash  unless  susceptible  to 
accrual.  Revenues  are  susceptible  to  accrual  if:  1)  they  are 
measurable  and  available  to  finance  expenditures  of  the  fiscal 
period;  or  2)  are  material  in  amount  and  are  not  received  at  the 
normal  time  of  receipt. 
Fund   Accounting   System 

The  state  of  Montana  accounts  are  organized  utilizing  a  fund 
structure  outlined  in  section  17-2-102,  MCA.  For  financial  presen- 
tation, these  funds  have  been  reclassified  according  to  the  recom- 
mended format  established  by  the  National  Council  on  Governmental 
Accounting  (NCGA).  Governmental  Accounting  and  Financial 
Reporting   Principles,    Statement  1 . 
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Governmental    Funds 

General  Fund  -  to  account  for  all  moneys  except  those  moneys 
required  to  be  accounted  for  in  another  fund.  General  Fund 
moneys  deposited  in  the  state  treasury  are  available  to  defray 
the  costs  of  state  government. 

Special    Revenue   Fund   -  to  account  for  the  proceeds  of  specific 
revenue    sources    that    are     legally    restricted    to    expenditures 
for    specified    purposes.       Special     Revenue    Funds    include    the 
Federal   and   Private   Revenue   Fund. 

General  Fixed  Asset  Account  Group  -  reflects  the  historical 
cost  of  fixed   assets,    land   and   buildings. 


Inventories 

There   is    no    recorded    asset   for   supplies    inventory.      Supplies 
are  expensed  at  the  time  of  purchase. 
General    Fixed   Assets  and    Depreciation 

General  fixed  asset  purchases  are  recorded  as  expenditures  in 
the  various  funds  at  the  time  of  purchase.  General  fixed  assets 
are  not  depreciated.  Some  land  included  in  the  fixed  asset  valua- 
tion  is  valued   at  cost   ($1.00)   rather  than   current  value. 

Inventory  of  items  of  value  not  inventoried  in  the  Property 
Accountability  Management  System  (PAMS)  are  valued  at  $38,130. 
It  is  the  policy  of  PAMS  to  omit  items  costing  less  than  $200. 
These  items  can  be  omitted  from  the  system  and  left  to  the  agency 
to  record  if  desired.  The  above  amount  is  for  these  items. 
Vacation   and   Sick   Leave 

Expenditures  are  not  recorded  for  annual  vacation  and  sick 
leave  costs  until  leave  is  taken.  Permanent  employees  are  allowed 
to  accumulate  and  carry  over  a  maximum  of  two  times  their  annual 
accumulation    of    vacation    into    the   first   90  days   of   a   new   calendar 
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year.  Upon  termination,  qualifying  employees  having  unused 
accumulated  vacation  and  sick  leave  receive  100  percent  payment 
for  vacation  and  25  percent  payment  for  sick  leave.  The  liability 
amount  associated  with  unused  accumulated  vacation  and  sick  leave 
at  June  30,  1982,  is  maintained  on  an  hourly  basis  rather  than  by 
dollar  amount.  The  monetary  liability  is  not  calculated  until  an 
employee  terminates. 

2.  INSURANCE 

The  department  is  insured  by  the  state  of  Montana's  Insurance 
Liability     Plan     administered     by    the    Department    of    Administration. 

3.  ACCOUNTS    RECEIVABLE 

Based  on  past  experience  of  collectibility,  the  accounts  receiv- 
able balance  shown  on  the  accompanying  balance  sheet  does  not 
include  an  allowance  for  doubtful   accounts. 

4.  LEASES 

Lease    rentals    are    recorded    as    expenditures    over    the    lease 
term  as  they  become  payable.      Commitments  under  lease  agreements, 
classified    as    operating    leases,    provided    for   the    following    minimum 
lease  payments: 


Amount 


F: 

Lscal  Yea 

ir 

End; 

Lng  June 

30 

1983 

1984 

1985 

1986 

$14,640 
$14,640 
$14,640 
$14,640 


BUDGETARY    REPORTING 


The  annual  appropriations  process  for  planning  and  controlling 
financial  operations  is  set  for  each  fiscal  year  of  the  biennium  by 
the    Legislature.       At    each    fiscal    year-end,     the    General    Fund    and 
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Special  Revenue  Fund  appropriations  revert  to  the  fund  of  original 
appropriation.  The  reverted  amount  may  be  spent  in  the  subse- 
quent year  for  valid   prior  year  obligations. 

Budget  amendments  may  be  obtained  to  spend  funds  that  were 
not  available  for  consideration  by  the  Legislature  but  have  become 
available  from  sources  other  than  the  state's  General  Fund  or 
Federal   Revenue  Sharing  moneys. 

6.  EMPLOYEES  RETIREMENT  SYSTEM 

The  Department  of  Military  Affairs'  employees  are  covered  by 
the  Public  Employees'  Retirement  System  (PERS).  Under  this 
plan,  the  state  contributes  part  of  the  total  contribution  and  the 
employee  contributes  the  balance.  In  fiscal  year  1980-81  the 
Adjutant  General  Division  contributed  $26,484,  and  in  fiscal  year 
1981-82  it  contributed   $29,263  to  the  system. 

The  state's  policy  is  to  fund  accrued  pension  costs.  At 
June  30,  1982  the  Public  Employees'  Retirement  System  was  actu- 
arially sound. 

7.  APPROPRIATION    AUTHORITY   OVERSPENDING 

As  explained  on  pages  2,  3,  and  4  of  this  report,  expenditure 
transactions  were  improperly  recorded  in  the  General  and  Special 
Revenue  Funds.  The  financial  statements  were  adjusted  to  correct 
the  error.  House  Bills  483  and  500  appropriated  all  programs 
together  as  Adjutant  General  on  a  line  item  basis  within  these 
funds.  With  adjustments  for  the  error  the  Adjutant  Genera! 
Division  overspent  this  line  itemed  appropriation  by  $12,257  and 
$22,241  in  the  Special  Revenue  Fund  for  fiscal  years  1980-81  and 
1981-82,    respectively. 
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DISASTER    AND    EMERGENCY   SERVICES   DIVISION 
AUDITOR'S    REPORT   AND    FINANCIAL   STATEMENTS 


STATE  OF  MONTANA 


ROBERT  R.  RINGWOOD 

LEGISLATIVE  AUDIIOR 


(^ititt  ixi  tjb^  '^t^hiniiixt  }^ubiiixt 


STATE  CAPITOL 
HELENA,  MONTANA  59620 

406/449-3122 


DEPUTY  LEGISLATIVE  AUOITOHS: 

JAMES  H.  GILLETT 
FINANCIALfCOMPLIANCE 
AND  CONTRACTED  AUDITS 

SCOTT  A   SEACAT 
PERFORMANCEISUNSET  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W.  NORTHEY 


The   Legislative  Audit  Committee 
of  the  IVlontana  State   Legislature: 

We  have  examined  the  Combined  Balance  Sheet  -  All  Fund 
Types  and  Account  Group  and  the  Combined  Statements  of 
Revenues,  Expenditures,  and  Changes  in  Fund  Balances  -  Budget 
and  Actual  -  General  and  Special  Revenue  Fund  Types  of  the 
Disaster  and  Emergency  Services  Division,  Department  of  Military 
Affairs  as  of  June  30,  1982  and  for  the  two  fiscal  years  then 
ended.  Our  examination  was  made  in  accordance  with  generally 
accepted  governmental  auditing  standards  for  financial  and  compli- 
ance audits  and,  accordingly,  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances. 

In  our  opinion,  the  accompanying  financial  statements  present 
fairly  the  financial  position  of  such  funds  and  account  group  of 
the  Disaster  and  Emergency  Services  Division,  Department  of 
Military  Affairs  at  June  30,  1982  and  the  results  of  operations  and 
the  changes  in  fund  balances  of  such  funds  for  the  two  fiscal 
years  ended  June  30,  1982,  in  conformity  with  generally  accepted 
accounting   principles   applied  on   a  consistent  basis. 
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Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  basic  financial  statements  taken  as  a  whole.  The 
accompanying  Schedule  of  Federal  Grant  Receipts  presented  on 
page  38  is  presented  for  additional  analysis  and  disclosure  purposes 
in  compliance  with  Guidelines  for  Financial  and  Compliance  Audits 
of  Federally  Assisted  Programs.  This  schedule  is  not  a  required 
part  of  the  financial  statements.  Such  information  has  been 
subjected  to  the  tests  and  other  auditing  procedures  applied  in  the 
examination  of  the  financial  statements  above,  and  in  our  opinion, 
is  fairly  stated  in  all  material  aspects  in  relation  to  the  financial 
statements  taken  as  a  whole. 

Respectfully  submitted, 

James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 

September  29,    1982 

Approved: 

Robert   R.    Rinfl^vood 
Legislative  Auj^itor 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

DISASTER  AND  EMERGENCY  SERVICES  DIVISION 

COMBINED  BALANCE  SHEET 

ALL  FUND  TYPES  AND  ACCOUNT  GROUP 

JUNE  30,  1982 


GOVERNMENTAL  FUND  TYPES 


General  Special  Revenue 


ACCOUNT  GROUP 

General 
Fixed  Assets 


ASSETS 
Cash 
Federal  Cost  Reimbursement 

Receivable 
Equipment 

Appropriation  Authority  Available 
to  Pay  Accrued  Expenditures  and 
Payables 

Total  Assets 


$9>754 
9.754 


$45,248 
52,791 

98,039 


$58,493 


58,493 


LIABILITIES  AND  FUND  EQUITY 
Accounts  Payable 
Accrued  Expenditures 
Total  Liabilities 


8,444 
1.310 
9,754 


17,585 
75,957 
93,542 


■0- 


General  Fund  Fixed  Asset  Investment 
Federal  and  Private  Revenue  Fund 

Fixed  Asset  Investment 
Donated  Fixed  Assets 
Fund  Balance 

Total  Liabilities  and  Fund  Equity 


$9,754 


4,497 


$98,039 


22,923 

35,177 
393 


$58.493 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

DISASTER  AND  EMERGENCY  SERVICES  DIVISION 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCES  -  BUDGET  AND  ACTUAL 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 


General  Fund 


Special  Revenue  Fund 


Budget 


Variance 
Favorable 
Actual     (Unfavorable) 


Budget 


Actual 


Variance 
Favorable 
(Unfavorable) 


REVENUES : 
Federal  Indirect  Costs 
DNRC  Grant 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Disaster  Coordination  &  Response 
Radiological  Systems  Maintenance 
Nuclear  Civil  Protection 
Natural  Disaster 
Local  Civil  Defense  Program 
Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 

FUND  BALANCE  JULY  1,  1981 

FUND  BALANCE  JUNE  30,  1982 


$   1,290     $   -0- 


1,290 


190,880 


190,880 


714 
188,876 


-0- 
-0- 


$  -0- 


-0- 


183,779 


183,779 


(189,590)    (183,779) 


714 
183,065 


-0- 

-0- 

$  -0- 


$(1,290) 


(1,290) 


7,101 


7,101 


5,811 


-0- 
(5,811) 


-0- 

^ 

$  -0- 


$    1,037 

$    1,037 

$     -0- 

6,740,100 

2,414,705 

(4,325,395) 

6,741,137 

2,415,742 

(4,325,395) 

265,879 

183,332 

82,547 

60,050 

53,453 

6,597 

81,255 

79,344 

1,911 

1,037 

1,037 

-0- 

-0- 

2,098,576 
2,415,742 

(2,098,576) 

408,221 

(2,007,521) 

6,332,916 

-0- 

(6,332,916) 

552 


6,333,468 
3,945 


552 


552 
3,945 


$6,337,413    $    4,497 


-0- 


(6,332,916) 
-0- 
$(6,332,916) 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement, 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

DISASTER  AND  EMERGENCY  SERVICES  DIVISION 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCES  -  BUDGET  AND  ACTUAL 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


General  Fund 


Special  Revenue  Fund 


REVENUES: 
Federal  Indirect  Costs 
Federal  Assistance 
Total  Revenues 

EXPENDITURES : 
Disaster  Coordination  &  Response 
Radiological  Systems  Maintenance 
Nuclear  Civil  Protection 
Local  Civil  Defense  Program 
Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 

FUND  BALANCE  JULY  1,  1980 

FUND  BALANCE  JUNE  30,  1981 


Variance 

Variance 

Favorable 

Favorable 

Budget 

Actual 

(Unfavorable) 

Budget 

I 

\ctual 

(Unfavorable) 

$   1,170 

$  -0- 

$(1,170) 

$1 
1 

,106 
,106; 

154, 

,958 
,958 

,320 

$2 
2 

,587, 
,587, 

150, 

,884 
,884 

,984 

$1,480,926 

1,170 

-0- 

(1,170) 
4,443 

1,480,926 

167,103 

162,660 

3,336 

49, 

,619 

47, 

,555 

2,064 

58 

,807 

55, 

,801 

3,006 

-0- 

2 
2 

,349, 
,604, 

,828 
,168 

(2,349,828) 

167,103 

162,660 

4,443 

262, 

,746 

(2,341,422) 

(165,933) 

(162,660) 

3,273 

844, 

,212 

(16, 

,284) 

(860,496) 

906 

906 

-0- 

(23, 

,179) 

(23, 

,179) 

-0- 

165,027 

161,754 

(3,273) 

-0- 

-0- 

-0- 

821, 

,033 

(39,463) 

(860,496) 

-0- 

-0- 

-0- 

$ 

43. 
864, 

,408 
,441 

$ 

43, 
3, 

,408 
,945 

-0- 

$  -0- 

$  -0- 

$  -0- 

$  (860,496) 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DEPARTMENT   OF   MILITARY   AFFAIRS 
DISASTER    AND    EMERGENCY   SERVICES   DIVISION 
Notes  to  the   Financial   Statements 
Fiscal   Years   Ended   June  30,    1981    and   1982 


1.      SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 

The    preceding    financial     statements    were    prepared    from    the 
Statewide    Budgeting    and    Accounting    System    (SBAS)    with    adjust- 
ments.     The   financial    statements   report  the  activity  of  the   Depart- 
ment of  Military   Affairs,    Disaster  and    Emergency  Services   Division. 
Basis  of  Accounting 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of 
accounting.  Under  the  modified  accrual  basis  of  accounting, 
expenditures  are  recorded  when  a  valid  obligation  is  incurred  and 
revenues  are  recorded  when  received  in  cash  unless  susceptible  to 
accrual.  Revenues  are  susceptible  to  accrual  if:  1)  they  are 
measurable  and  available  to  finance  expenditures  of  the  fiscal 
period;  or  2)  are  material  in  amount  and  are  not  received  at  the 
normal  time  of  receipt. 
Fund   Accounting   System 

The  state  of  Montana  accounts  are  organized  utilizing  a  fund 
structure  outlined  in  section  17-2-102,  MCA.  For  financial  presen- 
tation, these  funds  have  been  reclassified  according  to  the  recom- 
mended format  established  by  the  National  Council  on  Governmental 
Accounting  (NCGA).  Governmental  Accounting  and  Financial 
Reporting    Principles,    Statement  1 . 
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Governmental    Funds 

General  Fund  -  to  account  for  all  moneys  except  those  moneys 
required  to  be  accounted  for  in  another  fund.  General  Fund 
moneys  deposited  in  the  state  treasury  are  available  to  defray 
the  costs  of  state  government. 

Special    Revenue   Fund    -   to  account   for  the  proceeds  of  specific 
revenue    sources     that    are     legally    restricted    to    expenditures 
for    specified    purposes.       Special     Revenue    Funds    include    the 
Federal   and    Private   Revenue   Fund   and   the   Federal   and   Private 
Grant  Clearance   Fund. 

General  Fixed  Asset  Account  Group  -  reflects  the  historical 
cost  of  fixed   assets. 


Inventories 

There    is    no    recorded    asset    for    supplies    inventory.      Supplies 
are  expensed   at  the  time  of  purchase. 
General    Fixed   Assets  and   Depreciation 

General  fixed  asset  purchases  are  recorded  as  expenditures  in 
the  various  funds  at  the  time  of  purchase.  General  fixed  assets 
are  not  depreciated. 

Inventory  of  items  of  value  not  inventoried  in  the  Property 
Accountability  Management  System  (PAMS)  are  valued  at  $9,248. 
It  is  policy  of  PAMS  to  omit  items  costing  less  than  $200.  These 
items  can  be  omitted  from  the  system  and  left  to  the  agency  to 
record  if  desired.  The  above  amount  is  for  these  items. 
Vacation  and  Sick   Leave 

Expenditures  are  not  recorded  for  annual  vacation  and  sick 
leave  costs  until  leave  is  taken.  Permanent  employees  are  allowed 
to  accumulate  and  carry  over  a  maximum  of  two  times  their  annual 
accumulation    of    vacation    into    the   first    90  days    of   a    new    calendar 
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year.  Upon  termination,  qualifying  employees  having  unused 
accumulated  vacation  and  sick  leave  receive  100  percent  payment 
for  vacation  and  25  percent  payment  for  sick  leave.  The  liability 
amount  associated  with  unused  accumulated  vacation  and  sick  leave 
at  June  30,  1981,  is  maintained  on  an  hourly  basis  rather  than  by 
dollar  amount.  The  monetary  liability  is  not  calculated  until  an 
employee  terminates. 

2.  INSURANCE 

The  department  is  insured  by  the  state  of  Montana's  Insurance 
Liability     Plan     administered     by    the    Department    of    Administration. 

3.  ACCOUNTS    RECEIVABLE 

Based  on  past  experience  of  collectibility,  the  accounts  receiv- 
able balance  shown  on  the  accompanying  balance  sheet  does  not 
include  an   allowance  for  doubtful   accounts. 

4.  BUDGETARY    REPORTING 

The  annual  appropriations  process  for  planning  and  controlling 
financial  operations  is  set  for  each  fiscal  year  of  the  biennium  by 
the  Legislature.  At  each  fiscal  year-end,  the  General  Fund  and 
Special  Revenue  Fund  appropriations  revert  to  the  fund  of  original 
appropriation.  The  reverted  amount  may  be  spent  in  the  subse- 
quent year  for  valid   prior   year  obligations. 

Budget  amendments  may  be  obtained  to  spend  funds  that  were 
not  available  for  consideration  by  the  Legislature  but  have  become 
available  from  sources  other  than  the  state's  General  Fund  or 
Federal    Revenue  Sharing   moneys. 
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5.  EMPLOYEES  RETIREMENT  SYSTEM 

The  Department  of  Military  Affairs'  employees  are  covered  by 
the  Public  Employees'  Retirement  System  (PERS).  Under  this 
plan,  the  state  contributes  part  of  the  total  contribution  and  the 
employee  contributes  the  balance.  In  fiscal  year  1981,  the  Disaster 
and  Emergency  Services  Division  contributed  $18,491,  and  in  fiscal 
year  1982  it  contributed   $19,579  to  the  system. 

The  state's  policy  is  to  fund  accrued  pension  costs.  At 
June  30,  1982  the  Public  Employees'  Retirement  System  was  actu- 
arially sound. 

6.  NON-APPROPRIATED    EXPENDITURES 

Expenditures  of  $2,349,828  and  $2,098,576  for  fiscal  years 
1980-81  and  1981-82,  respectively,  in  the  Special  Revenue  Fund 
are  from  the  Federal  and  Private  Grant  Clearance  Fund.  This 
fund   does   not  require  specific  appropriations. 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

OFFICE  OF  THE  ADJUTANT  GENERAL 

SCHEDULE  OF  FEDERAL  GRANT  RECEIPTS 

FISCAL  YEARS  1980-81  AND  1981-82 


Source  of  Revenue:   Federal  Army  and  Air  National  Guard 


Contract  //  Army 


DAHA24-80- 
DAHA24-80- 
DAHA24-81- 
DAHA24-81- 
DAHA24-81- 
DAHA24-82- 
DAHA24-82- 
Total 


C-0001 
C-0002 
C-0001 
C-0001 
C-0002 
C-0001 
C-0002 


Service  Contract 
WETS  Contract 
Service  Contract 
Service  Contract 
WETS  Contract 
Service  Contract 
WETS  Contract 


FY  82 

•$  28,742 

8,346 

102,095 


FY  82 


$139,183 


$  58,288 

34,585 

160,542 

20,320 

$273,735 


Contract  //  Air 


DAHA24-80-C-0003 
DAHA24-81-C-0003 
DAHA24-81-C-0003 
DAHA24-82-C-0003 
Total 


Service  Contract 
Service  Contract 
Service  Contract 
Service  Contract 


$  46,235 

65,583 

135,044 

$246,862 


$346,415 
$346,415 


Great  Falls  airport  private  funding  included  as  Special  Revenue  Fund 
revenue  is  not  included  in  this  schedule. 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

DISASTER  AND  EMERGENCY  SERVICES  DIVISION 

SCHEDULE  OF  FEDERAL  GRANT  RECEIPTS 

FISCAL  YEARS  1980-81  AND  1981-82 


Source:   Federal  Emergency  Management  Agency 


83.200  Disaster  Coordination  &  Response 

83.212  Nuclear  Civil  Protection 

83.206  Calibration  and  Maintenance 

83.203  Natural  Disaster  Response 

83.210  Emergency  Ops  Center 

83.200  Local  EMA  Program 

83.201  Maintenance  and  Services 

83.211  Supporting  Materials 
83.300  Emergency  Disaster  Relief 
83.403  CD  Training  Seminars 


Accounting 

Entity 

FY  81 

FY  82 

04510 

$ 

119,183 

$   135,009 

04470 

60,006 

76,577 

04526 

47,688 

48,441 

04510 

26,863 

24,880 

05202 

8,998 

59,424 

05202 

175,630 

183,404 

05202 

2,160 

5,541 

05202 

8,219 

-0- 

05202 

2 

,115,443 

1,790,722 

05202 

23,694 

37,916 

$2 

,587,884 

$2,361,914 

This  schedule  does  not  include  the 
Receivables  due  at  June  30,  1982. 


amount  of  Federal  Cost  Reimbursement 
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AGENCY    REPLIES 


DMA-ADM 


DEPARTMENT  OF  MILITARY  AFFAIRS 


TED  SCHWINDEN,  GOVERNOR 


PC  BOX U789 


STATE  OF  MONTANA' 


OFFICE  OF  THE  ADJUTANT  GENERAL 


HELENA,  MONTANA  59604 


21  December  1982 


Mr.  Robert  R.  Ringwood 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  MT  59620 

Dear  Mr.  Ringwood: 


RECEIVED 

DEC  211982 

MONTANA  LEGISUTiVE  AUDIIDB 


I  refer  to  the  report  of  audit  of  the  Department  of  Military  Affairs, 
State  of  Montana,  for  the  two  fiscal  years  ending  30  June  1982.   The 
audit  was  conducted  by  members  of  the  Legislative  Auditor's  staff. 

Specific  replies  to  the  various  recommendations  are  as  follows: 

Recommendation  #1 

A.  Pay  and  reimburse  expenses  from  the  proper  fund. 

The  Department  concurs  and  has  initiated  the  necessary  procedures 
to  set  up  additional  accounting  centers. 

B.  Revert  tlie  proper  amounts  to  the  State  General  Fund. 

The  Department  has  reverted  an  amount  to  the  state  General  Fund 
to  cover  this  recommendation  and  recommendation  #2. 

Recommiendation  #2 

We  recommend  the  Department  determines  the  source  of  the  special 
revenue  fund  balances,  reimburse  the  funds  to  the  appropriate  entity, 
and  maintain  zero  balances  at  June  30. 

The  Department  concurs  and  has  reverted  to  the  General  Fund 
$100,000  to  partially  zero  out  the  30  June  82  balance.   Effective  with 
30  Jmie  83  the  special  revenue  account  will  be  zeroed  out  annually. 
We  also  are  presently  working  with  the  Accounting  division  of  the 
Department  of  Administration  to  set  up  a  procedure  to  zero  out  the 
Federal  grant  accounts. 

Recommendation  #3 

We  recommend  the  Department  maintain  an  indirect  cost  plan  and 
receive  indirect  costs  of  Federally  supported  programs  in  accordance 
with  State  law. 

Tlie  Department  concurs  and  will  review  the  indirect  cost  plan 
and  will  implement  the  necessary  procedures  to  the  fullest  extent  possible. 
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DMA-ADM  21  December  1982 

Mr.  Robert  R.  Ringwood 

Recommendation  #4 

A.  The  Department  of  Military  Affairs  close  accounts  that  are 
inappropriately  used  as  contingent  revolving  funds . 

The  Department  has  revised  the  use  of  accounts  and  is  working 
with  the  Accounting  Division  of  the  Department  of  Administration  in 
establishing  the  correct  use  of  the  accounts  and  is  reviewing  the  need 
of  the  accounts . 

B.  The  Department  of  Military  Affairs  record  the  revenues, 
expenditures ,  and  cash  balances  from  the  Armory  rental  activities  on 
SBAS  and  eliminate  the  non-treaswry  cash  accounts. 

The  Department  is  currently  working  with  the  Accounting  Division 
to  place  these  accounts  on  SBAS. 

C.  The  Department  of  Administration  review  the  agency's  intended 
use  and  the  need  for  non-treasury  cash  accounts  prior  to  authorization. 

Department  of  Administration  action. 

Recommendation  #5 

We  recommend  the  Department  record  expenditures  and  related 
revenue  in  accordance  with  State  policy. 

The  Department  concurs. 

Recommendation  #6 

We  recommend  the  Department  record  land  and  buildings  on  PAMS. 

The  Department  concurs  and  has  initiated  the  procedures. 

Recommendation  #7- 

We  recommend  the  Department  either  comply  with  State  law  or 
seek  legislative  change. 

The  Department  concurs  and  revision  of  the  current  statutes 
has  been  submitted  to  the  Legislature  for  consideration. 

Recommendation  #8 

We  recommend  the  Department  record  revenue  in  accordance  with 
State  accounting  policy. 

The  Department  concurs  and  has  initiated  corrective  action. 
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DMA-ADM  21  December  1982 

Mr.  Robert  R.  Ringwood 

Recommendation  #9 

We   recommend  the  Department  record  expenditures  in  accordance  with 
generally  accepted  accounting  principles  and  state  accounting  policy. 

The  Department  concurs  and  has  initiated  corrective  action. 

Recommendation  #10 

We  recommend  the  Department  seek  clarification  from  the  Department 
of  Labor  and  Industry  regarding  the  Firemen's  exclusion  from  overtime 
payments . 

The  Department  has  requested  clarification  from  the  Commissioner 
of  Labor. 

Recommendation  #11 

We  recommend  the  Department  implement  procedures  to  correct  the 
internal  control  weaknesses  noted  above. 

The  Department  concurs  and  has  implemented  action  on  creating 
a  Department  leave  policy  and  is  reviewing  its  current  policy  on 
property  accountability. 

The  Audit  staff  conducted  the  audit  in  a  very  thorough  and 
professional  manner  without  disrupting  the  normal  operation  of  the 
Department.   We  feel  the  comments  were  given  in  a  constructive 
manner  and  with  the  intention  of  assisting  our  agency. 


JAMES  W.  DUFFY 

4G,  MT  NG 

The  Adjutant  General 
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TED  SCHWINDEN.  GOVERNOR 


DEPARTMENT  OF  ADMINISTRATION 

DIRECTORS  OFFICE 


MITCHELL  BUILDING 


STATE  OF  MONTANA' 


HELENA  MONTANA  59620 


December  20,  1982 


Robert  R.  Rlngwood 
Legislative  Auditor 
Capitol  Station 
Helena,  MT  59620 

Dear  Mr .  Ringwood : 

In  accordance  with  your  request,  we  submit  the  following 
response  to  the  recommendation  included  in  the  audit  report  of 
the  Department  of  Military  Affairs: 

Recommendation  #4  -  C. 


We  recommend  the  Department  of  Administration 
review  the  agency's  intended  use  and  the  need 
for  the  non-treasury  cash  accounts  prior  to 
authorization. 


Response: 

We  concur. 
Sincerely, 

Morris  L.  Brusett 
Director 

MB/taf 
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■AW  EQUAl  OPPORTUNITY  fMPLOVEfi 


